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YUGOSLAVIA AND THE SOVIET UNION r 

a ** 

..... •. .“.«** < . K’. 

Craig E. Lodtt 

Yugoslavia has discovered that Soviet economic assistance involves 
mote promise and peril than performance. Yugoslavia has received more ! { v 

offers of assistance than any other country la the “economic offensive ; » ^ 

bunched by the Soviet Union after Stalin’s death. But bow, five years ; 

later, all that the Yugoslavs have to show for the Soviet promises of nearly H \ ‘ 
half a biihon dollars are numerous agreements, a pile of blueprints, soma » . ; - 

huge caps in their five-year plan and the threat of diminished trade with the ... 

Soviet bloc countries. \ .<» { V». 

All this has come about because Tito reasserted his long standing 
policy of combining Marxist tbeo^ with Yugoslav nationalism and refused ■ m £ 

4b rejoin the “socialist camp” under Soviet leadership. As a 
Khrushchev delayed trade talks for 195* and, more importantly, on May 27 . ^ V • 
he “postponed”, a $£85 milhon credit to Yugoslavia. The suspension of 5B 
the credits involves file two major Hems of the 5 *63 trull ton aid program* 4 ^ 
psc worked out for Yugoslavia by the Soviet Hoc after Stalin’s death as || .~gr 
bart of the plan to regain Tito’sfriendship and re-establish Communist •'//. • "> 

solidarity. <■ 1 ;* v , V b 

In January. 1956," the Soviet Union pledged a « 110 million credit to ‘ 
'Yugosla^iai-% the construction of three fertilizer plants, a power station ‘^^.s „ , : f 
and the modernization of three mines between 195* and 1964. In August, 5 . 

1956, after Tito’s visit to Moscow, the Soviet Union in partnership with 
IbiV Germany -w ho<e government Yugoslavia did not then rccognire j 
- d ir ’ ‘ > m a t ieall y c vtended an additional credit of $ 175 million, intended >;• / 
primarilv for a combined hydroelectric and aluminium plant project at : 1 
S ks-c ih Montenegro. This project has been a long-chenshed dream of **. 
the Yugoslavs, who want to exploit their abundant bauxite deposits and (/ 
hydroelectric power potential as part of a Comprehensive effort to cope - 
Vtttih persistent balance of payments difficulties. Lacking investment . 

■ c- nital the Yugoslavs turned to thf Soviet Union for financing after failing 

50 interest 'Western countries in the scheme. ;,Tl»e project formed an inter ,V 

Vi! p^rt Of the current five-year plan introduced in December, 1947, and > t g 

■ thfcre, predicated entirely on the Sonet-East German promise of - . 

;• B 'th governments guaranteed to supply alt equipment, lechni* , 

cif a* ; n e and know-how for this ambitious Yugoslav industrial develop- % 

VI p^fainc alvo to finance a later phase of the plan which would boost • 

;;f T ‘ f !iu ta production from the current 20,000 tons a year to an eventual 
la-^c.ty of 2».^0t tons. v* " ' ' V 
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A decrease of 22 pci? cent in 1949 was follow eifffj .afcirth<(r .Hair ming deSKne 
v !f - of 19 percent in 1950. Arv even greater blow, however.'* a tl r d. n: v 
■; y;. done to long range economic planning in Yugoslavia.*, Tfee Yugoslav fue-y 
jy year plan had been hosed on the exchange pf capitaj [.goods' froth the 'Soviet 
t . bloc for raw materials from Yugoslavia, with bloc <soipm<Hliti cveJ.ts 'tn- 
- ing to relieve pressure on current Yugoslav products t The S*.vi.*t- 
inspired economic sanctions completely disrupted ihiv arfanfemfet and ih 
' addition deprived Yugoslavia of its chief sources of supply of such .mpo:ts 
if 5 as fuel, fertilizers and pig iron. v ‘ 




if -**** V V 

Jfclii 


! 4 

i k.'~ I 

fesst »i-.- i 
t M :’~X •-*' 




The Soviet andEastcrn European boycott between 1949 aad 1953 did 
• (> s not however, prove fatal to Yugoslavia. asStalin hhd -irterided. /•After' a. 

' *, period of uncertainty Ind much difficulty, Yugoslavia mans ceJ t>> reorient 
,r *de toward Webern Europe and the fluted ^Stales. Erance. fireat 
■»„ Britain and the United States joined in providing fiijatKujti swumne 
V Yugoslavia first modified and then abandoned its iive-jfear plan a ad nude 
■ other adjustments in its economy to compensate for. the economic losses 
i :/ /iy? engendered by the Soviet and East ^European actions. By 1952 the tot if 
’ \ volume of Yugoslav trade was back to the 1948 level. Western credits.' 
5 ' particularly from the United Slates, enabled Yugoslavia tj t-ou.iu. its 
' - programme of industrialization, but on a more modest scale, 1; sovn‘1 
H r became apparent that Statin’s tittle finger bad faikd ^ehminStc Tito + 

• ■ 

After Statin’s death in March, 1953. the new Soviet leaders be mi to 
I /’ make conciliatory overtures to Yugoslavia. Diplomatic relation weie . 
normalized and Communist party contacts were gradually fe>ltued In . 
October, 1954, relatively modest trade relations between Yugod »v;.j ai d 
. the Soviet Union were initiated. In 1955 the Fast European. iv.«:n*i <•> 
also began to revive their trade with the country that they had branded 
seven years earlier as a Communist heretic. 

In May, 1955, Khrushchev and Bulganin paid a visit to Yugoslavia 
Khrushchev blamed Bcria and others for the ’'charges and insult/* a cat': *t 
Tito in the Cominform resolution of 194S. “We sincerely regret and 
reject what followed thereafter.” Khrushchev declared. The Soviet Icadcis 
further acknowledged in their signature of the Belgrade decimal ion that 
Tito had been right ail along and agreed that it was possible for individual 
Communist countries to take “different roads to sooahna ” 

In order to demonstrate further their good intentions of dealing with 
Yugoslavia or, the basis of equality, the Soviet leader^ hashed tp m.V-.a 
amends on the economic front. Yunn .’avia s “>0 million ’debt la tl .: 
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VV.th cvororrv.c developments serving as the principal batfcdrop, Yugo-: 
* ^' !J 4 tv>ut.oas. ''-‘th the So yist t'n ion . seemed to move along smoothly' 
” in 195:5 ^ CJtl > »» to January, 1936, the Soviet .Union extended 

fnc 110 m-rhop. development credit for the construction of fertilizer* 
ifdcicrki j pojvef plant and the renov^tWoft^ * The Soviet i 

,t‘njon also promised to^uifd an atomic reactor in Yugoslavia. One * 

. jrumih Jatt" the &?>•' * *• “* '*'**“ • - -*-■ - ••>* "• ■* 

'* ftp be allocated at th 
'Or fold I. 
the joint Sov 
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:t t||i«^ranted;iJ|ntno<ltty credit of 154 mdboa ' 

» • . i rat £, * 8 m ' I1;on * year) and a convertible currency ; *• 
loan of -30 mijpori. In August, 1956, Yugoslavia negotiated 
ict-Fast German credit of *175 millionfor the development 

Yugoslav afetanium industry. target Crecfcoffovakialud granted 'M 
k*r commodity purchascs'lhd investment purposes. . - ' 
' -v' "'-"J A u’jsbvia >20 milltofi for industrial .and transport 
; .ev^:.pm^- By September; J956. the toul amountof Soviet bloc credits 
p.o,.) iC J t • had reached <463 million, Yugoslavia welcomed 

t!n> boost. to its hatd-p cased industrial and economic progr amm e since it ' 
*■■ ’;-.iJ,tics in servicing debts to Western countries, particularly 
to ('i ,, t ti< j j and German). * -> * , 

i ■ ■ .".’yt. c ■■ ** • •' • - 

i Mm . ■ K . , 

ho veer, k» October. .1956, Yugoslavia's truce with the ~ 

■'!. .battered by events in Poland apd the outbreak of the < 

1 tapluijiif T«o>nd otiwr Yugoslav ‘leiders denounced the 9 
M , »r.e;i:v W lb, Sr>vct t'nion m Hungary. ...thg Soviet leadership 
r,j.i,d v u pv gbfvnaible for ranch of jt.hc. trouble in Eastern -■ - 

Cm.vf.- b) r< I b-H.rieihc concept of "different roids to socialism." 

# - , V-v 

t- m. a. - .eprtM!> '-vetc not long m coming. 1 In the January, 195? 

' “ : bo -v -r. tn > ugovl.oh; the Soviet representatives ‘suddenly 

• ■ R -’;d r.T»:‘‘ic,i t)v: : ■ the long negotiations the Yugoslavs 

** f< { luce would bo “no more Sov.et od traded for Bos- 
^ *' ; r H !'&* / rh ^ ppyture tovyftfd frjiJc : wiis Ji’pt. ofeoursd.' '' 

y'->’ g? ■' %Y.sv»i' :0)t ta f U- had hoped ) : 

Trl<* ’ ’ 
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argument; bet* ten Belgrade and Moscow tended to isolate Yugoslavia 
from the other Communist countries of Eastern Europe. But the Yugo- 
slavs had to accept a revised schedule for the aluminium project, which 
they valued «i highly. The new delay postponed completion for three 
years, until b>64. The Yugoslav leaders felt that tire latest Soviet commit- 
ment wa, genuine With this expectation in view, they began investing 
their own resources in preparing the sites where the construction of the 
aluminium and fertilizer plants was to take place. V 




But political differences' soon ' intervened again in Soviet- Yugoslav 
relations, fn November, 1957, Yugoslavia refused to sign the Communist 
“declaration of unity” drafted in Moscow in Connection with the 40th 
"anniversary celebration of the Bolshevik Revolution. The declaration 
attacked the West with the usual Communist verbiage and charged the 
West with being responsible fpr the continuing threat of war. Stressing 
the urgency of the unity of all Communist countries, the declaration also 
asserted that all Communist countries must unite behintl Soviet policy and 
-'.leadership. When Yugoslavia declined to sign the statement, the 
Soviet Union and other Commurpst countries denounced the Yugoslav 
^position, - Tito's reply that “We do not pretend to be anything else than 
equal among equals'* simply infuriated the Soviet Union further. f 




. - The ne\t step m the procession of events was the Seventh Congress, 

_ of the., Yugoslav Communist League at Ljubljana in April, 1958. As a 
ittc-wm rung of ..things to come, the Sosict Union decided not to send an ' - 
■dfficiiCdelcgaispn.Jio .the Congress. Eastern Europe followed suit. The 
■ Yugoslav Communists m their draft programme for the Congress and dur- 
ring the actual proceedings federated their position of independence in the 
East-West struggle. The Soviet Union in turn denounced Yugoslavia** 
refusal lo >ej5in the Soviet blpe and recognize Russia as the leader of the •* 
Com i-Jiim-.i ■ACtr'ld 
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. * ? The full force of the Soviet reaction to these fatest instances of Yugo- 
■ ; siYiwoitfi^hdepCfr%u'drfohly :made itself felt one month fatefe , First, the' 
>WiCi Vr... r delved the trade Sdks scheduled for May to implement the 
:;h Yugoslavia • 1 he only reason given was “lack 
the pirt of Soviet negotiator*. fhctCrim May 27. the Soviet' 
y JiKu'ci.c-J .the postponement of the y 2&5 million;; 
'a' i> J tri -,1 k n-tared as recently as July, 1957, ^fter* the earlier ' 
/ A * , v. d • fl.a* ' .-■a’* r, cut Officially i ! ■ s latent delay 

•7 ' k S'- ta eo.nw -it, eheriiicaC'indiistriy-''' Bti£; 

v. '*,*0 ff j/.t! tot tin; cancel!. itioa »n a speech in 
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Sofia. Bulgaria, on June 3. Charging that Yugoslavia accepted American 
aid with strings, Khrushchev branded Yugoslavia as “tbe Trojan hone of 
Western imperialism, “ Khrushchev also declared that the Conunfonn 
charges agjinst Yugoslavia in 1948 were “basically correct.’* 

■ "» - . ’ •.•■*/<«? •• . - ’ 'Hr v <1 

At the moment, the Soviet-Yugoslav dispute is again being waged in 
terms of verbal polemics, while the* rest of the World — particularly “oeutra - % 
ti,f underdeveto pc-J area— watches the Yugoslavs pick up the pieces 
of their shattered economic plans since this latest Soviet onslaught. In | 
the' short run, the damage is felt in two ways. The immediate effect is in 4 
terms of the pressure placed on Yugoslavia’s trade agreements with Woe 
countries for 1958. The Communist countries have promised to import g 
<l$5 milltoft worth of goods that Yugoslavia finds almost impossible to £ 
sell in the We item markets. I AUW the >1958 trade protocols, however, 
were signed long before the latest Soviet-induced economic boycott of 
Yugo<la4a, v wh : ch means that trade [ will pfobabiyrttreat from its present 
levels. Certainly the Yugoslavs cannot expect favourable terms any longer, ': m . . 
far the bloc negotiators will be driving very hard bargains in all future /. ; 
contracts if any. *> „ \ , '■ . t 
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Wutn.-r these investner.ts can still be rescued with credits from sources 
writer t ,an Soviet bloc remains to be seen. 

j - ' 5 ; 

In the long run. the greatest damage caused by the Soviet economic 
ssa-.tv.ms against Yugoslavia' J* that the five-year plan and industrial dc- 
•vckrmer.t programme have been thrown into complete disarray. This 
!i the second time in ten years that the Soviet Union has wrecked a Yugo^ 
,ty„ fi;c-year plan only months after it wAs adopted In 1947 and again 
in ' k:7 i, •: Yu^odaV economists based a considerable part of their planning 
4;W -nan- c.on >m:c sectors on the assumption that Soviet promises 
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>r-i and trade would be honoured. 'Tito iumsdf, in 1955, praised 
of^-eo.ibirjc co-opci .iiian b^caure they facilitated* long- 
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m trade prc\ :nu long-term planning by Yugoslav 
natrrw ti.r- -.hronic balance of payments problem 
haft? bk n '* lC ^ on toed to solution 
,r uh n. 0 t. Ihg’ Yugoslav dream of esporiing 
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alumni utfojboiucti^^jgufplus ifcctriC power in on^toiolvi the country** 
balance of ..paymeais difficulties. in effect, the Soviet actions create 
need for Jong-term Western crsciiu to Yugoslavia to offset the dislocation 
; ' ’ of the development programme. '$j0£ fW&m ' ■■ : ; > v 

' ■ ’ - 
_i • - -* ^ A £ f- * ( v 'j J v • A , , ^ % ’ 't ."V ’ •■ 

Apart from geottomije considerations, Yugoslavia has paid deafly and 
made several concrete concessions in coming to terms with the Soviet 
> : Union The Soviet Union, for trample, involved East Germany in the 

■ ’ cred-i pr tjfrjrtt.mc for the aluminium plant and forced Yugoslavia to recog- 
n re the East German government in October, 1937. Yugoslavia does 
- not r. jw have the equipment that the East Germans were supposed to sup- 
Vtfcfr r °f' aluminium plant. « Yet TitoYfopernment I* left standing as the 
/Only one tn the world outside of the Communist bloc recognizing die 
- A-^ast German regime. Worst of all. West Germany Severed diplomatic 
'with Yugdvja'.ia after Tito’s recognition of the East Germans. 

. t ';.||, i -Th; pro'pect of a possible reduction ip trade with West Germany sat 
.-^'I^'cerUinlv unwelcome to the Yugoslavs who can til afford to lose one of 
• ‘ t'veif principal trading partners. Trade "with West Germany has been; 
crea-ng steadily Since 1955. growing to the point where it exceeded the 
vwvplun-.e of trade with the Soviet Union in 1957 and amounted to more 
• than one-half of the total Yugoslav trade turnover #ith the Soviet bloc 
11 tj lf$0 alsh place J his ’^mencan assistance |b jeopardy by recognizing East 
becausit the United States tool: a second Ipng look at itt econo* 
vA-ojic ang mifttary aid Yugoslavia. , ; '* 


Mtm i #*3 ft* of the priv: for rt-civirg Soviet bfdC aid, Yugoslavia also 
TonrJ^>eff die on^- coanrry voting w.thTthe Soviet bloc countries against’ 
the i < .d.itiftjttoa of the Soviet inter vention in Hungary by the United 
'"!> <■>'..* >«•” pieviouv'y the Yugoslav representatives hi the United 

■Na?’.‘:w rad ubitifked from voting when the Hungarian problem was being 
copN.d.vqJ f rat's, t ) placate the Soviet t’nion, Yugoslavia made other 

reduction of its friendly contacts with the 
5*Vijfii.-t^rsiift of ,yYv'itSrrn Europe. • *■ "AAf - 


c. reply of the Soviet bloc to these concessions fws been to use again 
formidable .weapon— -the postponement of economic assistance to 
wh..'Ot.\cr the- -Yugoslavs did anything that displeased the Soviet 
: 'i> W pr.>m of abidance from the Soviet Union have 
■ ') ?.\ rtvV;, n Vu-rof.uia has actually received only about > 77 
. -siivcdf’, 'idvii 'aol vpvpi amount of dd.veries being made under 
r0$A feib-A d»t.t. iC^'.jhj#a4Us' |rantcl.'if ! 195$. .-eVcdrdrng to 
cv.'i'ih'; or c vi^l.i; .’'of t ic Soviet- East German ?175 million 
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credit for ihc aluminium combnc l.u eve; Htr 
Nor Hjn the Soviet In:.' \ eves m idc dc!,v cry Ip- 
mived to Yuc "bvia," f 1 . **. - 





Certainly, for Yugoslavia liie outlook is :wers grim ’• i< •' 
that Tito has not been and is r.dt now jjrepar^i uVjyacV. ti a a hr hi< 
mails with Khrushchev. Tito’s principal contern, after all. \> to m mM.vui 
the independence of his Country against all incursions It o couaib c’.id.v.t 
that the Soviet bloc will not restore the cancelled credos or hi!' 1 . • O' 

, increase trade until the Soviet Union Jecidi' once uga c t,> ... .» \ 




Further, the Soviet bloc countries may well continue to apply 
pressure on 't ugoslaviu by gradually reducing trade, .k-pde 
Last German- Yugoslav trade agreement- ./ v .. , v 


f:vv The Soviet Union has already' : recognized tjm; Yugi*stavki’'s * 
^experiences cast a long shadow laser Sonet bloc ecphyu-Bac AfUtion .. 

other countries; In an .effort 'to reduce the damaging effect' »‘"it' ■* »• 
^denunciation the Soviet Union offered an explanation on duly I 
Soviet argument is that the credits did not serve the y: saetpi 
| Advantage because' Yugoslavia stdbd to gam more tf' v. the V? "e; 
ffbnce the credits h^ere used. .This being, w> the Soviet L*- , , io 

’beeping the fynds at home to develop (he chemiyaf iruiu ir> i 

U ' * ,< ; r %% V V ^ 


*X ^ : Furthermore, the Soviet Union argued that the ct.*d<: a-i 
: - were not based oil sound business practises bcciu« the terms v.,nC;. 

‘ tionally easy *’ for Yugoslavia. Tnjv contention n. of cour. 
rioonflict with the Soviet claim that all of us loans are h trd ton 
■ ■■' on a strictly commercial basis. ThejSoviet Union has abq 
; bigness to sell to Yugoslavia fof eaYh the equipment and vrrv ce>, 
previously been negotiated on cred t, Yujnlav i ,»j . au c:- • 
however, about where to get the funds for, such y . < i, * 
.Yugoslavia has been invited to “discuss in a basin v,v.- ,v 
ponement of the credit •— an invitation to part. v .pate m .» n ;. 
Soviet dipIbmacVclthe. ^mutU3r ,; |<t^uri§Uib|i of economic hgre 

i 

The Soviet Union has certainly refmed it- tccbni.p s r. _• 
denying aid, .No lotijldf 4rtc thcrl .the angry re pud amors of, ..nr, 
or crude der inflations. Now theic is' a “postpone nen*” . 
trade negotiations with an attehtpf at a pthusibl? expUn li-orr for.tU 
< But even though the Soviet methq J> dre'feis ifrijuk injl 
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evampte points to the hoards and pit fa ills for any country accepting Soviet 

bloc economic ajsistance.' 




, The «H-r:es jx.,1 in preparing this p-iner include news stories and features from the . 
\ ) >•; the Hit- %•»*.'„* Port, the Christian S> ‘race Monitor ' and the Land*, 

i the iu-t ten sears, the despatches by Fnc Bourne of the Monitor and Flu: 

Vs! of ,hr [ be ng «r»nt helpful Other general information came from Hat-i.' ton 
1 i t Am;-” :ne. Too a.i 1 Go.’utth t!9'o. Fiteroy \laclean, The Heretic (195*); R. Bars 
l .ttteil t»r »a and -l.r S”irt CmoT 104R.19JO (HJfi); Robert F. Byrnes IcJ.L 
s'j.snl (''..Thom.!, f Hammond. Yugoii.ma Between East and WV« (I9J4|: "Sosiet- 
9 ii- I e.'rou, „ Ke'ations." The II or'J Toths- (January, Immanuel Btrnbaum. 
"Wh.-her r.to- P-o'-.'rm of (.'otoKimixm t famjury-February, I95S) : Amersc-rnCommiuee 
r .'r t iKtrats-n. 'Ten Years of Sovict-Yugutlas Relation*. W4S-IW3, a ChronoY v jj " 
f in f . v-m.it ion and other data on Yugoslav relations with the Soviet bloc acre obtain- 

t ! from Trade 4 r renew i ,vut other Tmie Accords between the Soviet Bl-ae and free 
it it r tv , of l.'oep,’ tl_. S Department of Stately: Internationa/ Trait* Sews MttHef’n 
4 < • \ T ft: arsl Prcnhw of loicrtuirionof Trade (Joint Publication of the Lotted Nation*- 
Inrri national Mx-ctj'-y Fund and International Bank for Reconstruction and Develop- 
m.-t as wet: as 1 •; • r> T, e-‘ i hu t Mos'Oa ) am! the Curfew Difcft of ft* Soviet 
Per- i Yin ArVr. Ylivhauni. 
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